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Summary 

A  retailer's  merchandise  buying  behavior  is  a  function  of  his 
merchandise  requirements,  supplier  accessability,  and  choice  calculus 
with  which  he  selects  the  best  supplier.   However,  the  actual  choice 
of  a  supplier  may  be  other  than  the  best  supplier  due  to  ad  hoc 
situational  factors  such  as  business  climate,  business  negotiations, 
company's  financial  position  and  market  disturbance. 


A  THEORY  OF  MERCHANDISE  BUYING  BEHAVIOR 
Jagdish  N.  Sheth,  University  of  Illinois 


INTRODUCTION 

Although  there  is  considerable  knowledge  about  how  consumers  and 
producers  buy  products  and  services  (Engel,  Blackwell  &  Kollat,  1978; 
Howard  and  Sheth,  1969;  Ferber,  1977;  Sheth,  1977;  Webster  and  Wind, 
1972),  surprisingly,  we  know  very  little  about  how  a  retailer  makes  his 
merchandise  selection  and  purchasing.   The  retailer  is  neither  like  a 
consumer  nor  like  a  producer  even  though  he  is  an  integral  entity  in  the 
vertical  flow  of  goods  from  the  producer  to  the  ultimate  consumer.   In 
other  words,  he  is  unique,  and  therefore,  any  theory  of  merchandise  buy- 
ing behavior  should  be  designed  which  takes  into  consideration  the  unique- 
ness of  his  buying  behavior. 

In  one  sense,  the  retailer  is  much  more  like  a  consumer  than  a  pro- 
ducer: Merchandise  items  he  buys  are  primarily  finished  products  rather 
than  raw  materials,  components  or  parts.   Furthermore,  he.  has  more  work- 
ing capital  requirements  similar  to  the  consumer  households.   For  example, 
he  needs  very  little  by  way  of  machinery  and  plant  but  needs  a  large  as- 
sortment of  inventory  of  products.   Consequently,  his  purchasing  plan- 
ning cycle  is  relatively  short  term  and  highly  volatile  comparable  to 
the  households. 

In  another  sense,  however,  a  retailer  is  a  business  entity,  often 
a  big  business  entity,  with  the  same  set  of  corporate  objectives,  legal 
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and  financial  constraints,  and  multiple  stakeholders  to  whom  he  is  ac- 
countable similar  to  a  producer.   Consequently,  he  is  more  likely  to 
document  his  merchandise  buying  behavior  and  manage  the  process  of  buy- 
ing similar  to  the  producer. 

Logically,  we  can  safely  assert  that  a  retailer  is  more  like  a  con- 
sumer in  what  he  buys,  and  more  like  a  producer  in  how  he  buys  his  mer- 
chandise.  In  other  words,  the  content  of  buying  behavior  should  be  simi- 
lar to  household  buying  behavior  and  the  process  of  merchandising  buying 
behavior  should  be  similar  to  industrial  buying  behavior. 

Since  we  know  something  about  household  buying  behavior,  and  about 
industrial  buying  behavior,  it  should  be  possible  to  integrate  the  ap- 
propriate pieces  of  knowledge  from  the  two  areas  of  research,  and  gener- 
ate a  theory  of  merchandise  buying  behavior  which  is  both  unique  and  still 
similar  to  other  areas  of  buying  behavior.   This  paper  represents  an 
attempt  toward  developing  such  a  theory. 


DESCRIPTION  OF  THEORY 

The  theory  of  merchandise  buying  behavior  described  in  this  paper 
is  less  behavioral  and  more  at  a  macrolevel  in  its  orientation  and  spe- 
cificity following  the  recent  criticism  of  past  theories  and  research  in 
consumer  behavior  (Sheth,  1979)  .   Accordingly,  the  theory  does  not  pur- 
port to  describe  and  explain  how  an  individual  manager  in  the  retail  or- 
ganization buys  the  merchandise.   Rather,  the  theory  describes  and  ex- 
plains the  merchandise  buying  behavior  of  the  retail  organization.   It 
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is,  therefore,  more  an  organizational  buying  behavior  theory  rather 
than  a  consumer  buying  behavior  theory.   Accordingly,  all  personal  at- 
tributes such  as  personality  traits,  demographics,  life  styles,  learning, 
values  and  perceptions  associated  with  modeling  individual  decision-mak- 
ing process  are  explicitly  left  out  from  the  theory.   Instead,  the  theory 
incorporates  company  demographics  and  psychographics  in  order  to  take  in- 
to account  interorganization  differences  in  merchandise  buying  behavior. 

The  theory  of  merchandise  buying  behavior  is  summarized  in  Figure  1. 
It  consists  of  the  following  constructs:   Merchandise  Requirements,  Sup- 
plier Accessability,  Choice  Calculus,  Ideal  Supplier/Product  Choice,  and 
Actual  Supplier /Product  Choice.   Each  construct  will  be  described  in  more 
detail  in  the  following  pages. 

Merchandise  Requirements 

It  refers  to  the  merchandise  buying  motives  and  their  associated 
purchase  criteria.  There  are  both  functional  and  non-functional  mer- 
chandising requirements.  The  functional  requirements  refer  to  those 
buying  needs  which  are  a  direct  reflection  and  reprenentation  of  what 
the  retailer's  customers  want  in  merchandise  at  his  retail  outlet.  A 
successful  retailer  is  presumably  the  one  who  can  assess  his  customer's 
needs/wants  and  properly  translate  them  into  his  merchandise  requirements. 

The  nonfunctional  merchandising  requirements  reflect  all  other  buy- 
ing motives  or  purchase  criteria  including  those  based  on  imitating  what 
competition  does,  personal  values  of  the  retail  buyer,  past  traditions, 
reciprocity  arrangements  with  suppliers  or  other  non-market  factors.   Un- 
fortunately, a  significant  number  of  merchandise  buying  decisions  are 
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FIGURE  1 
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driven  by  non-functional  purchasing  requirements  resulting  in  losses 
for  the  company.   This  is  particularly  more  true  of  smaller  retailers  as 
indicated  by  the  vast  number  of  business  failures  among  small  retail  busi- 
nesses. 

The  merchandise  requirements  will  vary  from  one  retail  organiza- 
tion to  another  as  a  consequence  of  their  own  positioning  and  market 
niche  decisions.   The  interorganizational  differences  in  merchandise  re- 
quirements are  presumed  to  vary  with  such  organizational  characteristics 
as  size  (big  vs.  small)  and  type  (discount  vs.  department  store)  of  re- 
tail establishment,  its  location  orientation  (national,  regional  or  lo- 
cal) and  its  management  mentality  (financially  driven  vs.  merchandising 
driven  company) .   These  exogeneous  factors  can  easily  account  for  the 
differences  among  various  retail  establishments  and,  therefore,  they  are 
often  used  as  market  segmentation  criteria  by  their  suppliers. 

The  merchandise  requirements  will  also  vary  from  one  product  line 
to  another  within  the  same  retail  establishment.   For  example,  a  retail 
chain  such  as  Sears  will  have  different  requirements  between  its  auto- 
motive division  and  clothing  division  simply  due  to  the  nature  of  pro- 
ducts involved.   To  account  for  these  intraorganization  differences  in 
merchandise  requirements,  the  theory  postulates  the  following  determin-  - 
ants:   type  of  merchandise  (dry  goods  vs.  brown  goods),  product  position- 
ing (private  label  vs.  national  brand),  type  of  merchandise  decision 
(first  time  vs.  repeat  order)  and  legal/regulatory  restrictions  (FDA, 
USDA,  FTC,  antitrust,  etc.).   As  would  be  expected,  a  specialty  retail 
establishment  will  have  few  intraorganizational  differences  in  merchandise 
requirements  as  compared  to  a  shopping  and  a  convenience  goods  retail 
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establishment.   Similarly,  a  small  retailer  will  have  less  variations 
in  his  merchandise  requirements  than  a  big  retailer  partly  because  the 
former  is  likely  to  buy  an  assortment  of  products  from  a  single  jobber 
or  wholesaler.   Thus,  with  the  emergence  of  superstores  and  super catalogs, 
we  should  expect  greater  intraorganizational  differences  in  merchandise 
requirements. 

Merchandise  requirements,  therefore,  represent  retailer  needs,  mo- 
tives and  purchase  criteria. 

Supplier  Accessability 

It  refers  to  the  evoked  set  of  choice  options  open  to  a  retailer  to 
satisfy  his  merchandise  requirements.   Obviously,  not  all  suppliers  are 
likely  to  be  accessable  to  every  retailer  except  in  the  extreme  and  un- 
likely situation  of  perfect  competition.   On  the  other  hand,  the  total 
number  of  suppliers  for  retailers  is  likely  to  be  considerably  greater 
than  those  for  producers  due  to  relatively  lower  barriers  for  entry  and 
exit  experienced  by  distributors  in  general  as  compared  to  manufacturers. 
In  fact,  this  may  explain  why  there  is  a  preference  for  vertical  integra- 
tion in  distribution  or  between  manufacturing  and  distribution,  since 
such  arrangements  tend  to  narrow  down  the  choice  options  available  to 
other  retailers  and  thus  reduce  competition. 

Three  distinct  but  related  factors  are  likely  to  account  for  sup- 
plier accessability  to  a  given  retail  establishment.   The  first  is  the 
competitive  structure  of  the  supplier  industry.   For  example,  if  it  is 
a  virtual  monopoly,  the  choice  of  suppliers  is  limited  to  one.   This  is 
generally  true  of  white  goods  (engineering  products) .   On  the  other  hand, 
in  a  highly  competitive  structure,  the  number  of  accessable  suppliers 
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may  be  too  many  to  cause  confusion  and  greater  decision  effort.   This 
is  very  true  of  dry  goods,  especially  clothing.   Similarly,  a  particular 
supplier  industry  may  be  based  on  principles  of  exclusive  distribution 
or  manufacturing,  and  thus  reduce  the  number  of  accessable  suppliers. 
This  is  generally  true  of  franchised  products  and  private  labels. 

A  second  factor  which  determines  supplier  accessability  is  the  rela- 
tive marketing  effort  by  different  suppliers  in  the  industry.   For  exam- 
ple, some  suppliers  are  more  aggressive  in  their  selling  and  marketing 
practice  than  others;  some  are  national  or  even  international  in  their 
business  orientation  whereas  others  are  regional  or  local;  some  of  them 
extend  more  favorable  financial  terms  than  others. 

Finally,  each  supplier  is  likely  to  carry  a  positive  or  negative 
corporate  image  due  to  its  country  of  origin,  its  business  practices  and 
the  quality  of  its  products.   1  believe  that  the  corporate  image  is  a 
very  significant  factor  in  reducing  the  list  of  suppliers  regardless  of 
the  marketing  effort  put  forth  by  the  supplier.   For  example,  many  per- 
fectly legitimate  suppliers  from  the  third  world  countries  are  simply 
ruled  out  from  consideration  due  to  the  negative  country  image.   On  the 
other  hand,  suppliers  from  coimtries  such  as  Japan  and  West  Germany  carry 
extra  image  advantages  due  to  positive  image  of  their  countries.   Sim- 
ilarly, the  quality  of  its  products  may  also  generate  positive  or  nega- 
tive corporate  image.   For  example,  names  such  as  Rolls  Royce,  Nikon, 
Coca-Cola,  IBM,  and  similar  others  carry  certain  image  clout  in  the  mind 
of  the  retailer. 
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Supplier  accessability,  therefore,  represents  the  product/supplier 
choices  available  to  the  retailer  to  satisfy  his  merchandise  require- 
ments. 

Choice  Calculus 

It  refers  to  the  choice  rules  or  heuristics  practiced  by  different 
retailers  as  a  way  of  matching  their  merchandise  requirements  and  sup- 
plier accessability.   It  reflects  the  strategic  purchasing  policy  of  the 
retail  establishment,  so  to  speak.   Based  on  the  more  recent  knowledge 
in  the  area  of  information  processing  (Einhom,  1970;  Wright,  1972; 
Sheth  and  Raju,  1973;  Bettman,  1978),  the  theory  of  merchandise  buying 
behavior  identifies  three  distinct  choice  rules  retailers  are  likely  to 
follow  in  matching  their  merchandise  requirements  and  supplier  accessa- 
bility. 

The  first  is  a  trade-off  choice  calculus  by  which  the  retailer  is 
willing  to  make  trade-offs  between  various  choice  criteria  such  as  price, 
packaging  and  delivery.   Thus,  a  supplier  with  better  price  but  worse 
delivery  schedule  may  be  considered  as  an  option  along  with  another  sup- 
plier with  higher  price  but  better  delivery  schedule.   The  trade-off 
calculus,  therefore,  implies  that  price  and  delivery  in  the  above  exam- 
ple can  be  traded  or  compensated.   What  matters  is  the  overall  average 
performance  of  different  suppliers  on  a  number  of  choice  criteria. 

A  second  choice  rule  is  called  the  dominant  choice  calculus  by 
which  the  retailer  makes  choices  of  suppliers  and/or  products  on  one  and 
only  one  choice  criterion.   It  can  be  price,  delivery,  packaging  or  as- 
sortment.  However,  only  those  suppliers  who  meet  or  exceed  the  minimum 
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requirements  on  a  dominant  criterion  such  as  delivery  or  price  are  even 
considered  by  the  retailer.   Then,  a  supplier  who  is  perceived  to  be  the 
best  on  that  criterion  is  selected.   Notice  that  there  is  no  trade-off 
between  the  dominant  criterion  and  other  criteria. 

A  third  heuristic  is  called  the  sequential  choice  calculus.   The 
retailer  has  multiple  criteria,  and  based  on  their  relative  importance, 
he  sequentially  narrows  dox^n  the  supplier  options.   For  example,  he  may 
utilize  the  three  criteria  of  price,  delivery  and  financing  in  that  order 
of  relative  importance.  Any  supplier  who  does  not  meet  his  minimum 
price  is  eliminated  from  being  considered  no  matter  how  good  he  is  on  deli- 
very or  financing.   Among  those  who  meet  his  price  minimums,  some  are  now 
removed  from  consideration  because  they  cannot  meet  his  delivery  criteria, 
and  selection  is  made  of  that  supplier  who  offers  the  best  financing 
arrangements . 

Although  there  are  several  other  choice  rules,  it  seems  that  the 
above  three  are  most  prevalent  in  business  practice.   Of  course,  one 
retailer  may  prefer  one  choice  calculus  and  another  may  prefer  a  differ- 
ent one.   In  fact,  it  is  more  meaningful  to  segment  the  merchandise  buy- 
ers (retailers)  on  the  type  of  choice  calculus  they  utilize  than  on  their 
demographics  or  consumption  behavior.   This  is  because  it  enables  the 
suppliers  to  directly  target  their  selling  and  marketing  efforts  much 
more  precisely  and  effectively. 

Ideal  Supplier/Product  Choice 

This  represents  the  best  choice  of  a  supplier  and/or  product. from 
among. those. accessahle.. to  the  retailer  to  satisfy  his  merchandise  re- 
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quirements.   It  is  the  outcome  of  the  matching  process  between  merchan- 
dise requirements  and  supplier  accessability  with  the  use  of  any  of  the 
three  choice  calculus.   It  is  labeled  as  the  ideal  choice  since  it  re- 
presents the  outcome  of  a  rational  and  formal  decision-making  process. 
It  represents  what  should  be  the  choice  of  a  supplier  and/or  product 
given  the  merchandise  requirements  and  supplier  accessability.   There- 
fore, it  can  be  used  as  a  normative  standard  with  which  to  compare  the 
actual  choice  behavior  of  the  retailer.   Any  discrepancy  between  the 
ideal  and  the  actxial  choice  thus  represents  potential  for  improvement 
and  greater  profitability  for  the  retailer. 

Actual  Supplier/Product  Choice 

It  represents  the  actual  choice  of  a  supplier  or  product  made  by 
the  retailer.  In  the  absence  of  any  other  factor  which  can  influence 
the  choice  decision,  actual  supplier-product  choice  should  mirror  the 
ideal  supplier /product  choice. 

However,  a  number  of  ad  hoc  situational  factors  do  intervene  in  the 
supplier/product  selection  process,  and  motivate  the  retailer  to  select 
another  supplier/product  which  is  not  the  ideal  choice.   I  have  grouped 
these  ad  hoc  situational  factors  into  four  categories:   business  climate, 
business  negotiations,  company's  financial  position  and  market  disturb- 
ance. 

Business  climate  refers  to  the  macro  economic  trends  such  as  reces- 
sion, inflation,  interest  rates  and  unemployment.   Despite  macro  econo- 
mic theory,  it  is  very  difficult  to  model  their  impact  on  supplier/pro- 
duct choices.   Sure,  we  can  make  some  general  statements  such  as  in  a 
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recessionary  period,  the  retailer  is  likely  to  lean  toward  a  supplier 
who  is  willing  to  sell  smaller  quantities,  shorter  lead  time  and  more 
economically;  or  that  high  interest  rates  will  motivate  the  retailer  to 
buy  from  a  supplier  who  is  lenient  on  credit  or  who  is  willing  to  sell  the 
products  on  consignment  rather  than  outright  sale.   However,  the  vola- 
tility and  uncertainty  is  too  great  to  subject  the  impact  of  business 
climate  on  supplier /produc"t  choice  to  any  formal  model. 

Business  negotiations  represent  the  buyer-seller  interaction  pro- 
cess (Sheth,  1975).   They  include  the  tactical  aspects  of  contractual 
agreements  and  procurement  process.   Again,  the  actual  supplier/product 
choice  may  deviate  from  the  ideal  choice  simply  because  the  business  ne- 
gotiations break  down  or  cannot  be  worked  out  for  whatever  reason  be- 
tween the  buyer  and  the  seller  in  the  marketplace. 

Company's  financial  position  represents  the  profitability  and  li- 
quidity position  of  the  retailer.   It  is  a  highly  dynamic  and  uncertain 
situational  factor  and,  therefore,  not  amenable  to  either  forecasting  or 
model  building.   However,  it  does  affect  the  supplier/product  choice. 
For  example,  when  a  retailer  is  highly  profitable  but  does  not  have 
liquidity,  he  is  likely  to  lean  toward  longer  term  contracts  with  better 
credit  terms.   On  the  other  hand,  if  the  retailer  is  not  profitable  but 
has  a  lot  of  liquidity,  he  is  more  likely  to  lean  toward  a  supplier  who 
is  anxious  to  sell  in  large  quantities  at  near  cost  prices. 

-The  last  ad  hoc  situational  factor  is  called  the  market  disturbance. 
It  includes  totally  unexpected  but  significant  events  such  as  a  strike, 
economic  blockade,  political  turbulence  or  some  natural  disaster  which 
all  have  an  impact  on  the  buying  decision. 
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The  ad  hoc  situational  factors  are  separated  from  other  choice  de- 
terminants because  their  influence  on  buying  decisions  cannot  be  antici- 
pated or  modeled.   In  that  sense,  actual  supplier/product  choice  beha- 
vior represents  the  outcome  of  a  contingency  (conditional)  analysis, 
whereas  the  ideal  supplier/product  choice  behavior  represents  the  outcome 
of  a  stable  (consistent)  analysis.   I  strongly  believe  that  the  two  pro- 
cesses should  not  be  grouped  together  partly  because  their  managerial 
marketing  implications  are  radically  different  and  partly  because  they 
require  different  statistical  modeling  procedures.   In  fact,  the  contro- 
versy over  stochastic  versus  deterministic  basis  for  buyer  preferences 
and  choice  behaviors  can  be  better  resolved  if  we  are  willing  to  separate 
the  stable  from  situational  determinants  of  choices.   For  example,  a 
significant  discrepancy  between  ideal  and  actual  supplier/product  choice 
is  a  good  indication  of  situational  influences.   In  that  case,  a  stoch- 
astic approach  to  modeling  the  merchandise  buying  behavior  is  likely  to 
give  better  results.   On  the  other  hand,  if  the  discrepancy  between  ideal 
and  actual  supplier/product  choice  is  minimal  or  nonexisting,  then  a  de- 
terministic approach  to  modeling  is  likely  to  give  better  results. 


CONCLUSION 

There  is  no  question  that  we  need  a  theory  of  merchandise  buying 
behavior  since  none  exists  today.   Furthermore,  it  would  enable  us  to 
understand  how  buying  behavior  varies  across  different  strata  in  the 
marketplace  from  the  producer  to  the  ultimate  consumer.   It  would  be 
pleasantly  nice  if  the  same  theory  can  be  applied  at  all  the  three  strata 
of  buying  behavior,  namely  producers,  retailers  and  consumers.   If  not, 
the  specificity  of  a  stratum  should  explain  the  differences. 
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In  any  case,  the  theory  of  merchandise  buying  behavior  consisting  of 
merchandise  requirements,  supplier  accessability,  choice  calculus,  and 
ad  hoc  situations  which  create  discrepancy  between  actual  and  ideal 
choices  seems  broad  enough  to  attempt  a  vertical  integration  in  develop- 
ing a  general  theory  of  buying  behavior  in  the  marketplace. 
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